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As a standardized practice, other states and the federaf government collect information anddevefop esiimates of the additional (or reduction) ii'r tax r6u*nu" received for each additiona! (orreduced) dollar in the compliance depaftment's frudget. The examples provided in the tablefrefow exempf ify the,benefits of investing in compliarice and the consequences of cuttir..rgcof lecting agencies' budgets.

Revenue Generated tey'-.,sti From Additions {or Re iciiensl in conrprianJitiatives

Government

Federal (lRS)*

Arizona

Califomia - Board of Equalizaiion

California - Franchise Ta>< Board

ldalro

KranSaS

Kansas

Minnesota

Moniana

fMontana

Nevy ivlexico " (first year)

New fMexico * (ongoing)

Pennsylvania*

Washington o

Investment or
(P.elluetion) Revenue or (Loss)

$11,100,000,00a 944,400,000,000
($10,800,000) ($54,000,000)

($,;1,500,0q0) ($264,000,000)
($65,000,000) ($465,0C0,000)

$920,000 $12,000,000

$6,000,000 $54,000,000

$1,440,000 $15,000,000

$f0,300,000 $s7,?00,000

$1,052,893 $11,085,122
$1,257,9A7 $18,500,242

$5,000,000 $29,000,000

$5,000,000 $45,000,000
($13,000,000) ($2oo,0oo,0o0)

$10,700,000 $67,S00,000

Year

2AA7

2009

2009

2009

2003

2002

2005

2003

2007

2009

2009

2010

2009

2009

Return on
lmrest'Tent Soufce

4to1 1

sto1 S,6

6-4to 1 2

7.2io 1 2

13 to 1 3

9to 1 3

10.4 to 1 3

9.4 to 1. 3

10.5 to 1 4

14.7 to 1 4

5.8to f 3

9to1 3

15.4 to 1 7

6.3io1 3

* Projected
-Sources:

J;f;?'i,.il3,ll," ';E:,;{rr?- 
Gap - A Report on lmprovins Voluntary Gomptiance - Iniernat Revenue Sewice, u.s. Depadmenr

3;5[l?txl[irxt ]Y,rlri|j\E*'^x Board: Loss is seven rimes Greater than the savinss - catifornia senare office of oversisht

?ij!633." 
Tax Gap' 2009 Estimating ldbho's tax Gap and Developing strategies to Reduce it - tdaho Tax commission -

fl;$lrt1lE"?5i,,i["#;,lxin".t"" 
2007 Biennium compliance Packase co|ections by Month and 200e Bienniai comptiance

5' stronger Arizona - An esiimate of state general fund losses as a resuit of Arizona Department of Revenue budget cuts.

6' Arizona Department of Revenue - office of the Auditor General, "division analysis indicates corporate income tax audits

$t"Jlll 
$'15 in assessments for each $1 speni, while 

"roiis 
oiinoiuio;il;"I';';;"s resurr in $s in assessments for each gl

6;ll?5:li"ryJ;:li,,iT::1#,ff";5j:il"',' 30 wavs in 30 Davs: Revenue corrections - proposed cuts to Revenue
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rosrea Friday, February 4,2011 12 15 am

The Associated Press r

BOISE - The Idaho State Tax Commission's tax compliance initiative is well ahead of projected goals, with temporary auditors bringing
in $32 million in their first l8 months on rhe iob.

The agency is looking to expand the program by making 48 ternporary auditors perrnanent- and adding more in coming quafters to pursue
tax scofflaws.

Tax Commissioner David Langhorst said Thursday that continued expansion hinges on hitting goals every quarter.

That's a condition Gov. Butch Otter has put on the program.

So far, however, the new auditors are worth their weight in collections.

m

Last year, auditors brought in $20.5

Through this year's lnst six months,

The program's four-year projection

million, twice their goal.

they've collected $12.2 million, already above the full-year, $11.5 miliion goal.

is $67 million in increased revcnue.

CoPrrigh! 201 | Idaho Prcss-Tribuc AII righF rcscilcd This nr.tcr;al D:n\ not bc prblisllcd. broadcast. fc\frittcn or rcdistribrtcd

irior-e aliorli State Revenue

' ARTICLE: Democrats: GOP lets speeiai inlerests rob revenue
. ARTICLE: Sfare budger takes big hit
. AItIICLE: Otter: Revenue supports roads

. AF,TICLE: Layoffs at Micron could cut revenue

. Ahl )IICLE: Two state agencies require furloughs

TOWNNEWS
O,.li n., Cof,nruniry !i',/t

O Copyright 2011, ldaho Press-Tribune, Nampa, lD. Powered by Blox CMS fronr Tomr-;:r:s rcnr
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Business and Income Taxes Division

The fotlowing provides a discussion for ihe need to continue to fulty fund the Division
compliance staff and the need for the additional staff requested in the Governor's
budget. In the Governor's budget the request for an additional funding of $1,000,000 is
rbrecasted to return $5,000,000 in generalfund revenue.

The following discussion highlights several areas of non-cornpliance that current staff
focuses on and the potential issuesAvork the requested staff woutd be invclved with.

e ross-[iflatches
The Division uses cross-matching techniques to identify non-filer and non-compliance
cases. Cross-matching is a process of matching the Departrnent's information io
information received from non-Deparlment data sources. Some of the outside agencies
that ihe Department has information sharing agreements wiih include: lnternal Revenue
Service; Department of Justice; Department of Labor and lndustry; Fish, Wildlife and
Parks; Department of Public Health and Human Services; and the Supreme Court.

Non-Filer Cases: Over the last several years, the Division has identified
approximately 31,900 non-filer cases. The Division has been able to work
16,300 of these cases. 15,600 of these non-filer cases have yet to be worked
and may never be worked with the current staffing levels.

Non-Cor,npliance Caseg Over the same period, the Dirrision has identified
140,000 specific cases of non-compliance through our cross-matching
techniques. Of these cases, the Division has been able to work 42,000 cases.
These 42,000 cases generated almost $13,000,000 in compliance collections.
Unfortunately, there are 98,000 cases that remain to be worked.

Pass-Through Entitv Corn pliance
With the continued explosive grolvth of pass-through entities (partnerships and s-
corporations) and the complexity of the pass{hrough entities multi-tiered structure, the
Division is having difficultly providing the necessary compliance coverage.

Compliance Cases: The Division has only been able to work a very small
number of pass{hrough entity non-compliance cases. But the cases that were
worked in fiscal year 2UA totaled $7.3 million in compliance collections. With a
properly staffed pass-through compliance unit and rnrith the additional requested
FTE the Division anticipates that similar results would be achieved in the 2013
Biennium.

nf
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BITD Workload -Feb. 2011 Prepared by the Department of Revenue



fncqme Reportinq Audils
Because Montana's income tax systenr is based on the federal system, it is imperative
that the Division make sure that the federal information reporled on Montana's'tax
returns is correct.

9ompliance coveraoe: Past experience with rRS audits has shown a very
limited coverage of reported income and expenses (federal income tax issues)
for tax purposes is actually done. Between the IRS and the Division's field audit
staff only 0.6% of the 500,000 individual income tax returns received by the
Department are audited in detail for federal income tax issues each pei year.
Simply relying on the IRS for audit coverage of federal income tax issues doesn't
provide the necessary audit coverage to ensure compliance.

5,OOO

OL-

I Caserworked

15,30O

ffi

35,000

Non-Filer Cases

g Cases Not Worked ToblCases

140,000

1?0,ooo

100,ooo

80.000

o
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Non-Compliance Cases
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Brian Schweitzer
Governor

Fnopenty Assessrmcnt Divlsiom Staff8ng Levels : past to present

Nontfi'l eesltna[ flfiomtasxa - Cascade, Pondera, Toole, Teton, Glacier

Year Staffinq Levels
1 996 39
2AA 27

Decrease in Staff over time 12

North Central Montana has experienced a 31o/o decrease in staffing level since tbgO.

Eastenm Montana - see county detail attached

Year Staffinq Levels
1994 108.5
2010 76

Decrease in Staff over time 32.5

Eastern Montana has experienced a30% decrease in staffing levelsince 1994.



Eastern Montana county detail

Countv 1 994 staff
Current

Staff
Staff

reduction
Big Horn 6 3 3
Carbon 5 4 ,|

Cafter 2 1 1

Custer B 5 3
Daniels 2.5 2 0.5
Dawson 4 4 0
Fallon 4 2 2
Golden Vallev 3 1 2
Meagher 2 1 1

Musselshell 5 1 4
Powder River 4 2 2
Prairie 2.5 1 1.5
Richland 5 4 1

Roosevelt 3 2 1

Rosebud 6 2 4
Sheridan 4 3 1

Stillwater 4 2.5 1.5
Sweet Grass 2 1.5 0.5
Treasure 1 1 0
Wheatland 3 2 1

Wibaux 2.5 1 1.5
Yellowstone 30 30 0

Total 108.5 76 32.5
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Business and Income Taxes Division

The following provides a discussion for the need to continue to fulty fund the Division
compliance staff and the need for the additional staff requested in the Governor's
budget. [n the Governor's budget the request for an additional funding of $1,000,000 is
forecasted io return $5,000,000 in generalfund rerrenue.

The following discussion highlights several areas of non-cornpliance that current staff
focuses on and the potential issues/work the requested staff would [:e involved with.

Qross-ftflate lles
The Division uses cross-matching techniques to identify non-filer and non-compliance
cases. Cross-matching is a process of matching the Department's information to
information received from non-Department data sources. Some of the outside agencies
that the Department has information sharing agreements with include: lnternal Revenue
Service; Department of Justice; Department of Labor and lndustry; Fish, Wildtife and
Parks; Depadment of Public Health and Human Services; and the Supreme Court.

Non-Filer Cases: Over the last several years, the Division has identified
approxirnately 31,900 non-filer cases. The Division has been able to work
16,300 of these cases. 15,600 of these non-filer cases have yet to be worked
and may never be worked with the current staffing levels.

Non-Compliance Cases: Over the same period, the Division has identified
140,000 specific cases of non-compliance through our cross-matching
techniques. Of these cases, the Division has been able to work 42,000 cases.
These 42,0AA cases generated almost $13,000,000 in compliance collections.
Unfortunately, there are 98,000 cases that remain to be worked.

Pass-Throuqh Entitv Compliance
With the continued explosive groMh of pass{hrough entities (partnerships and s-
corporations) and the complexity of the passthrough entities multi-tiered structure, the
Dittision is hariing difficuttly providing the necessary compliance coverage.

Compliance Cases: The Division has only been able to work a very small
number of pass-through entity non-compliance cases. But the case$ that were
worked in fiscalyear 2010 totaled $7.3 million in compliance colleci:sns. With a
properly staffed passthrough connpliance unit and with the additional requested
FTE the Division anticipates that similar results would be achieved in the 2013
Biennium.

BITD Workload - Feb, 2011 Prepared by the Department of Revenue



tneorne Reportinq A,udits
Because Montana's income tax system is based on the federal system, it is imperative
that the Division make sure that the federal information reported on Montana's'tax
returns is correct.

ffi
Non-tller Cases

!.casesWorked 1 C.sesNorWorked ToblCases

9oEpliance coverage: Past experience with IRS audits has shown a very
limited coverage of reporled income and expenses (federal income tax isjues)
fortax purposes is actually done. Between the IRS and the Division's field audil
staff only 0.60/o of the 500,000 individual income tax returns received by the
Department are audited in detailfor federal income tax issues each per year.
Simply relying on the IRS for audit coverage of federal income tax issues doesn't
provide the necessary audit coverage to ensure compliance.
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The mission statement of the Montana Department of Revenue (DOR) describes what the
agency strives to accomplish.

The quality of life for all Montanans is better because we exeel at public service and
effective administration of the tax and liquor laws. We do this by:

. Ensuring that revenues intended by the legislature to be raised are collected to serue
Montanans,

* Advancing equity and integrity in taxation,
* Providing effective and respectful seruice,

" Protecting the public health and safety, and achieving efficiency in liquor administration,
and

. lmproving public understanding of ffiontana's revenue system.

The DOR pursues this mission within the framework of our core values, which are rooted in the
Montana Constitution and in fundamental values proven by human experience to lead an
organization or community forward in a continuous positive manner.

These core values include:

" . Respect for allpersons

" lntegrity and justice
n Productivity and effectiveness
. Teamwork and community

The duty of the DOR is to administer the revenue laws as defined by statute, setforth in title 15
of the Montana Code, with the exception of gasoline tax. The DOR is also responsible for
administering the alcohol and tobacco laws set fofth in Title 16 of the Montana Code.

:,.;'
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Montana is one of two states thai require their state revenue department to appraise all property
within the state. This is in contrast to other states, where it is the individual cities and counties
appraising property within their boundaries. The Montana Constitution requires the state to
classify, appraise, and keep record of all property within the state. Montana law assigns this
constitutional responsibility to the DOR. This approach promotes equity in valuation throughout
the state.

Additionally, Montana statute (15-9-101, MCA) requires the DOR to adjust and equalize the
valuation of taxable propefty in and among the separate counties and between taxpayers to
secure a fair, jusi, and equitable valuation of all taxable property among counties, between
classes of property, and between individual taxpayers.

After receiving the number of mills to be levied for each taxing jurisdiction, Montana statute (15-
10-305, MCA) directs the DOR to compute and itemize the taxes, fees, and assessments to be
levied on each prcperty's tax bill.

These additional responsibilities place Montana's DOR in a unique position - in terms of share
of responsibility for state and local tax systems - compared to other states' revenue
departments.



i.\|pr':ti'il,:i,i..li'ii.,i;;;it11r'.iiil..rii.:]1:'1i.;;i,l'i.li]::i.|:i.ill]].:::::

The product of the Montana Department of Reverrue (DOR) is collected taxes that are deposited
in both state special revenue funds and the state generalfund. These taxes are then distributed
by the Montana Legislature to schools, localgovernmenis and other state agencies. In FY2010
alone, the DOR collected $1.5 billion on behalf of schools, local governments and the state.
Without the DOR, local governments would not be able to collect $1.0 billion in property tax
revenue. In total, the DOR was responsible for the collection of more than $2.5 billion in taxes
for schools, local governments and the state.

In a similar fashion to the cashier at a restaurant or the collections department of a large firm,
the DOR's primary focus - as directed by law - is collecting revenue. The revenue is then
appropriated by the Montana Legislature to local government and other state agencies where it
is used to promote the quality of life for all Montanans by funding programs enhancing public
health, education, law enforcement, utilities, fire safety, roads, parks, and other infrastructure.

To complete its duty to the taxpayers of Montana, the
DOR must complete many tasks. The list below
highlights many of the ways the DOR has worked to
meet its duties io the taxpayer:

" Appraised all real and personal property in the
state to meet the Constitutional requirement of
equalized property valuations

o lmproved equity for all taxpayers by requiririg, as
much as possible, that those not paying their fair
share, including non-residents, do so

o Provided county offices so taxpayers have
access to the DOR locally
Created a customer service center so taxpayers
can have their questions answered over the
phone or request information
Assisted small businesses with convenient one-
stop licensing
Increased taxpayer convenience with electronic
and paper returns and instructions that translate
complex laws into manageable filing steps
Accounted for all taxes collected and reported
the information in a transparent manner
Managed and kept secure individual taxpayer's
personal information
Returned lost money and property to rightful
ownefs
Processed paper and electronic tax reiurns.in an
efficient manner so Montanans received their
refunds as sooll as po*sible
Controlled and distributed aicoholic beverages in
a way that ensures public safety
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The Montana Department of Revenue (DOR) is composed of six interrelated parts that work
together to produce local and state revenue, the agency's primary product. Each part
contributes to the whole output of the DOR.

The Information Technology and
Processing Division is integralto the
dayto-day functioning of the DOR. The
division is responsible for procesrsing tax
returns and payments for the 40 taxes
administered by the DOR. lt provides
computer and network support,
application development, information
security, and help desk support fo,r the
revenue collecting units.

The Gitizen Services and Resource
Management Division provides
consistent answers and service to
lMontana citizens, businesses and
nonresident taxpayers through a call
center, one-stop licensing, forms design,
unclaimed property management, and
other taxpayer services. The division also
provides internal support for accounting,
purchasing, and facilities and asset
management.

The Business and Income Taxes Division administers and ensures compliance with Montana
tax law for the majority of state taxes and completes appraisals and assessments of industrial
and centrally assessed property.

The Liquor Control Division administers the state's Alcoholic Beverage Code, which governs
the control, sale, and distribution of alcoholic beverages. The division includes liquor
distribution and liquor licensing, which generate liquor tax revenue.

The Property Assessment Division is responsible for the valuation and assessment of real
and personal property throughout the state for properly tax purposes, on behalf of state
government as well as all local government. The division has a central office located in Helena
and four regional areas. A local DOR office is located in each county seat across Montana.

The Director's Office supports and guides the agency's operations, and provides critical legal
and research functions. lt ensures that the DOR values, supports and develops its employees.
This division is responsible for the fiscal analysis of legislation and research to suppotl policy-
making of the executive and legislative branches. Finally, it makes certain that the laws in Title
15 and 16 of Montana Code Annotated are applied fairly to the ciiizens and taxpayers of
Montana.
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The divisions of the Montana Department of Revenue (DOR) support
unitary business operation.
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Direct Reven ue eollection
Three divisions - Business and Inconre Taxes, Property Assessment and Liquor Control- are
responsible for the majority of direct revenue collection in the DOR, but these divisions could not
operate individually. All three divisions rely on the interaction of all the other functions of the
DOR. The various parts cannot operate without each other.

Operational Suppoft
Not a day's work could be accomplished without the vital seivices provided by operational
support. The DOR cannot function without:

Computers, the Gentax software system, and the technology support provided by
lnformation Technology.
Offices, pens, lights, compuiers, workspaces and desks provided by Resource
Management
Forms, instructions and other information provided by Citizen Services, which help and
instruct iaxpayers on when, where, or how to file and pay taxes.
Work done by Processing, which ensures that submitted payments are opened,
electronically transferred, or otherwise processed.



* Sustained efforts by tegal Services to ensure equity under the law and to address
noncorrpliance and silpport collection activity, which aid the Business and Income

Taxes Division, Properly Assessment Division and Liquor Control Division to experience

a high degree of voluntary compliance and revenue collection.

Every Function is lnterdependent

lf one of the DOR's interrelated services were to disappear, the result would be failure of the

revenue collection process.

Without tax forms, na payrnents are made.

Without the catl center, questians a.re disregarded, errars increase and taxpayers'
vol u nta ry co m p I i ance decreases.

Without processing, no payments are received or credited.

Without computers and softvtare, revenue collectian and property valuation slaws to a

halt, and no infarmation is stored, analyzed or kept secure.

Without resaurce management, revenue is not properly allocated and both local and

state offices deteriorate and cease operating efficiently.

Without legal services, cansequences far non-compliance are not enforced, active

compliance is reduced and property values are shifted unfairly amang large businesses,

homeowners, small buslnesses and agriculture.

Without human resources, no warffiorce is recruited, trained and paid.

Without tiquor control, there is no safe distribution af controlled substances.

Without assess/nent and valuation, taxes would be based an speculation.

Witttout research, no information is provided ta law makers.

Without tax audits, compliance is reduced.

Without direction, the DOR functions without purpose.

As you can see, the DOR functions interdependently. Each function is necessary to meet the

DOR's obligation to administer Montana's revenue collection laws.
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Tax revenue collected by the Montana Department of Revenue (DOR) can be broken into two
related forms of compliance: voluntary and active.

Voluntary compliance is met when taxpayers file timely returns, accurately reporting and
paying tax obligations. The DOR provides the necessary franrework for voluntary compliance
by helping citizens understand and comply with the tax law.

The DOR does this by sending tax statements, developing clearly vrrritten tax forms, answering
call center questions from taxpayers, processing paper and electronic payments, securely
storing sensitive information confidentially, correctly assessing property values, managing
information provided on the DOR website, developing understandable rules, discussing tax law
with constituents, providing prompt refunds, and promptly and fairly applying active compliance,
when appropriate. [,4ost of this work is similar to the customer service, billing and collections
depar-tment of any large firm, but in this case it is on behalf of Montana citizens.

Active eomplianee occurs when taxpayers do not rroluntarily cornply, requiring the DOR to take
active steps to require proper compliance.

Tax gap is the cumulative estimate of tax
payment noncompliance or, said another
way, it is the gap between the amount of
annual tax*s due under the law and the
amount voluntarily paid. Active compliance
measures by the DOR are an effott to
collect these taxes and close the tax gap,
which in turn promotes voluntary
compliance and fairness

Voluntary compliance and active
compliance ta;r payments are intuitively
related to one another by way of the
deterrent effect, in a similar fashion to the
enforcement of other laws - for example,

the speed limit. When the highway patrol enforces the speed limit, people tend to drive the
speed limit. When the highway patrol isn't able to enforce the speed limit, people tend to
exceed the speed limit. In the case of tax payment, the DOR's active compliance work creates
an incentive, thereby increasing taxpayers'willingness to voluntarily comply with tax law, (Witte
R. D. and Woodbury (1985)).

As the DOR's strategies for active compliance increase, voluntary compliance payments
increase together with active payments. Similar tc the speeding example above, the deterrent
effect works in the counter direction, too. lf the DOR reduces active compliance measures,
payments for both voluntary compliance and active compliance are reduced.
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As a result of the recent recession, nrany states have experienced reduced budgets.
Consequently, some states have conducted analyses in an effori to find which poftions of their
government's operating costs can be cut with the least effect on services and to total state

budgets. Some states have experimented with reducing the budgets from active compliance
and collecting other forms of revenue.

The consistent finding is that state departnrents charged with collecting voluntary and active

compliance tax revenue provide a return of between six and thirteen dollars of additional
revenue for each additional dollar of budget. Inversely, collection of tax revenue decreases by
eight dollars for every one dollar removed from the budget as active compliance is reduced and

the deterrent effect is diminished.
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For example, according to the California Senate Office of Oversight and Outcomes, in 2009 the
governor required furloughs of 5,300 urorkers at California's Franchise Tax Board in order to
save an estimated $65 million dollars in salaries. This resulted in an estimated 147e reduction in

the number of hours spent on audit and collection activities and a corresponding reduction in

personal, income, and corporate taxes of $465 million, for a net overall loss of $400 million (a

loss of $7.15 for every dollar saved).
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in contrast, in 2005 the Montana Legislatur"e approved a DOR increase of $1.12 miliion (per

biennium) to fund services and operating costs to add 8 full{ime employees for compliance
activities. The employees were added in areas where other siates have found significant non-

compliance, namely individual income tax and corporate license tax - especially taxes owed by

non-residents and out-of-state companies.

During the 2007 biennium, the DOR tracked the result of this investment and found in that
biennium, the 91,052,893 expenditure investment produced $11,085,122 in additional revenue
collected, a return of more than $'10.50 for each dollar invested.

During the 2009 biennium, the DOR coniinued tracking the return on investment in compliance.
The results show expenditures of $1,257,907, producing $18,500,242in additional revenue
collected. This is a return of more than $14.70 for each dollar invesied'

Overi.[.ie en{[re p*r"[orJ fronl FY 2CI06 tt'ir*ug[i [::f 2i]f]9, i.[le tef ltrn
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As a siandardized practice, oiher states and the federalgovernment collect information and

develop estimates of the additional (or reduction) in tax revenue received for each additional (or

reduced) dollar in the compliance department's budget. The examples provided in the table

below exemplify ihe benefits of investing in compliance and the consequences of cutting
collecting agencies' budgets.

Government

Federal (lRS)'

Arizona

California - Boarcl of Equalization

California - Franchise Tax Board

ldaho

Kansas

Kansas

Minnesota

Montana

Montana

New Mexico " (first yeaD

New Mexico - (ongoing)

Pennsylvania*

Washington *

I iir',-i::i in Compliance lnitiatives

Eeye.nue.-ql,,,,ri ,,ffi# source

$44,400,000,000 4to1 1

il.!1r {illil fii-}(!l 5 to 1 5, 6

it;::a;:l lrili!.ililii) 6.4 to 1 2

ii'.afr5.fiiiil,flilill 7.2to 1 2

$12,000,000 13 to 1 3

$54,000,000 9to1 3

$15,000,000 10.4 lo 1 3

$97,200,000 9.4 to 1 3

$11,085,122 10.5 to 1 4

$18,500,242 14.7 to 1 4

$29,000,000 5.8 to 1 3

$45,000,000 9to1 3

ili,tj{iii,{i0{),i}t{,} 15.4 to 1 7

$67,800,000 6.3 to 1 3

Year

2047

2009

2009

2009

2003

2402

2005

2003

2AA7

2009

2009

2010

2009

2009

lnvestment or
i'.=.9Q$q-rici{,

$11,100,000,000

i,'li'r fi.niii j ai{lfil

iii,.; ! .f'{ '(i.tii }f.i}
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$926,000

$6,000,000

$1,440,000

$10,300,000

$1,052,893

$1 ,257,947

$5,000,000

$5,000,000

iii'.i :i iJ{ i{!.il! }l}1

$10.700,000

* Projected

Sources:
t. neOucing the Federal Tax Gap - A Report on lmproving Voluntary Compliance - Internal Revenue Service, U.S. Department

of the Treasury - 81212007.

2. Furloughs at the Franchise Tax Board: Loss is Seven Times Greater than the Savings - California Senate Office of Oversighl

and Outcornes - 211212010.

3. ldaho's Tax Gap, 2009 Estimating ldaho's tax Gap and Developing Strategies to Reduce lt - ldaho Tax Commission -

11t2009.

4. Montana Department 6f Rbvenue 2007 Biennium Compliance Package Collections by Month and 2009 Biennial Compliance

Package Collections by Month.

5. Stronger Arizona - An estimale of state qeneral fund losses as a result of Arizona Department of Revenue budget cuts.

6. Arizona Departmeni of Revenue - Office of the Auditor General, "division analysis indicates corporate income tax audits

result in g15 in assessments for each g1 spent, whi'e audits of individual income taxes result in $5 in assessments for each $1

spent."

7. The Pennsylvania Budget and Policy Center: 30 Ways in 30 Days: Revenue Collections - Proposed Cuts to Revenue

Deoartment Pennv Wise and Pound Foolish.



$90

$80

$70

sou

o ucu

.9

= s40

=
$30

ozu

$10

flvt;1";,lni Fl+:*u!ii=,i *f gtvl.:*;;tlit;a $.i,i,lB:;,lr:iliil;:;lii r"rf *?*.;r,;gritl*r f iii{.}t*t;
i s'* * &'ea ::i fi ,# il * n* p I i * ii l i:: *, *::iif r"r r r;ls:

Montana's recent compliance efforts have yielded increased tax collections. For each dollar the
Montana Legislature has invested in compliance efforts, the DOR has returned from $8 to
almost $15 in increased tax collections.

The table below demonstrates how effective investing in compliance efforts has been.

Business and Income Taxes Division - Audit Collections by Fiscal Year

2005 2006

I

I ErotatAudit cotlectrons

The second table (see next page) illustrates the overall return on investment the DOR has
experienced with its compliance efforts. This ratio takes the audit collections from the above
table and divides it by the amount that was appropriated for the Business and Income Taxes
Division for each biennium. The overall return on investment of the Business and Income Taxes
Division is lower than the marginal return on investment, which measures just the collections
and expenditures of specific compliance programs.



Business and Income Taxes Division - Ratio of Audit Collections to Expenditures by Biennium

0.0

2003t2004 2005t2006 2007t2008 2009t2010

What are the benefits of befter tax compliance?

Fairness in Taxation: Honest and diligent taxpayers who pay the right amount of taxes on
time are protected from having to pay even more taxes to make up for those individuals and
businesses not paying their fair:.share under Montana law.

A Stronger, Growing Economy: The Montana economy grows on a sustained basis if taxes
are equalized so that businesses compete on a level playing field and if proper revenues are
returned from out-of-state to flow through this state once again.

A Brighter Future for All Montanans: The future for all Montanans is improved through
efficient public services, solid infrastructure and investments in education for higher paying jobs.

8.0

6.0

4.0

2.0



Business and Income Taxes Division - Ratio of Audit Colleetions to Expenditures by Biennium

0.0

2003t2004 2005/2006 2007t2008

What are tlie benefits of betten tax compliance?

Fairness in Taxation: Honest and diligent taxpayers who pay the right amouni of taxes on
time are protected from having to pay even more taxes to make up for those individuals and
businesses not paying their fair share under Montana law.

A Stronger, Growing Economy: The Montana economy grows on a sustained basis if taxes
are equalized so that businesses compete on a level playing field and if proper revenues are
returned from out-of-state to flow through this state once again.

A Brighter Future for All Montanans: The future for all Montanans is improved through
efficient public services, solid infrastructure and investments in education for higher paying jobs.

8.0

6.0

4.0

2.0

2009t2014
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As a state level example, in November of 2009 the ldaho Tax Commission produced a repon,

tdaho's Tax Gap, estimating ldaho's tax gap at $255,000,000 and developing strategies to

reduce it. (ln times of budg-et shodfalls, shrinking the tax gap is a common method employed to

increase revenue without increasing taxes.) This report includes three separate methods for

estirnating ldaho's tax gap, methods for reducing the tax gap, and a discussion of investments

in tax compliance, provln return on investment, the multiplier effect, the opposite effect of

reducing returns to investment, and the unintended consequences of "across the board"

(including revenue collection agencies) budgei cuts.
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Unrealized potentialfor both ldaho untapped noncompliance measures are presented below.

ldaho's data comes from ldaho's lax Gap, 2009.

Tax Discoverv
ldahors Tax Discovery Bureau found 55,000 potential cases of individual income tax non-filers in

2009, and were only able to work about 5,000 of these cases. Although, each added employee

creates around $1,000,000 in additional revenue, there existed four vacancies, indicating

potential gains from investment

Front Line Phone Aqents
ldahors ?hone power tront line of collection agents collect, on average, more than $2,000,000,

per year, per person, and had four vacancies.

Compliance Technicians and Compliance Officers

@iansandcomplianceofficersworkintandembyphone,mai|,andin
the field. On average, they collect an estimated $1 ,000,000 per person, per year. In 2009, they

had six vacancies.

Auditors and Audit Technicians
tOahAs auOitors and technicians collect, on average, $400,000 per person, per year. In 2009'

they had 10 vacancies.

lnvestments in Tax ComPliance
In 2003, anotfrer yeai of budget shortfalls, ldaho's governor boosted the Tax Commission's'

compliance budget by $926,000, alloling the creation of new compliance positions, which, in

turn, produced a return of $10,000,000, an average return on investment of $13 in additional

revenue to 91 of increased budget. According to the ldaho Tax Commission, this ratio seemed

reasonable when compared tp the return on investment from other state's compliance efforts'

Federal Tax Gap and GomPliance

In 2007, the tnternal Revenue Service produced a repoft on improving voluntary compliance

estimating, "the overall (federal) gross tax gap [estimated] to be approximately $345 billion" and

the "overill return from new investments in compliance averages 4:1" (page 2, IRS).
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The statutory duty of the Montana Deparlment of Revenue (DOR) is to administer the revenue
laws as created by Montana's Legislature. Similar to the cashier at the restaurant, the product
of the DOR is collected taxes, which are redistributed as revenue to local governments and
state agencies.

The DOR is made up of six interrelated parts that work together to produce local and state
revenue. Either through direct revenue collection or through operational support, each paft of
ihe DOR is vitalto iax revenue collection.

Tax rerrenue collection is made up cf voluntary compliance and active compliance. The DOR
supports active compliance by providing the necessary framework that allows taxpayers to

contribute their fair share of tax revenue in a tinrely manner.

\A/hen appropriate, the DOR uses active compliance measures to induce compliance. Like any
other law under enforcement, voluntary compliance is directly related to the amount of
resources allocated to active compliance measures by way of the deterrent effect. Montana and
other states (as well as the federal government) understand the large return on investment that
can be secured by increasing the budget for compliance.

Unfortunately, other states (Arizona, California, and PennsSrlvania) have attempted to bala.nce

state budgets by removing resources previously allocated to their tax collection agencies. All
three states experienced or predict large revr*rrue losses from these slrortsighted actions,
ranging from a $729 million loss in Cali;,:rnia to a $54 million loss in Arizona.

On the other hand, due to a $2,310,800 investment between FY2006 and FY2009, the DOR in

Montana collected an addiiional $29,585,364 in active compliance tax revenue, while ensuring
that constituents were treated fairly under Montana's tax laws. Other states have had similar
results and have been able to increase state and local revenue without having to increase
taxes.
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IRS - Reducinq the Federal Tax Gap - A Report on tmprovinq Voluntarv Compliance'

lnternal Revenue Service - U.S. Department of ihe Treasurv. Auqust 2. 2007.

a. Un rw.irs.oov/pub/irs-news/iax qap report-final 080207 linked.pdf

ldaho Tax Commission - ldaho's Tax Gap. 2009 - Estimatinq ldaho's Tax Gap and

Develooinq Strateqies to Reduce lt.

a. tax.idaho.gov/reports/EPB00658 1 1-17-2009.pdf

Federation of Tax Administers (FTA) - Threads discussinq Tax Gap and return on

investment from tax compliance initiatives.

a. vvww.taxadmin.orq/

Adelitional Reading t.lsed for this Report

1. Montana Department of Revenue Organizational Struciure

a. revenue.mt.ggvlabouttheaoencv/orqanizational structure/default.mcFX

2. Montana Department of Revenu e 2011 Biennium Goals and Objectives

a. revenue.mt.qov/contenVabouttheaqencv/dept goals/2011 Biennium Goals and

Obiectives.pdf

3. Reducing ihe FederalTax Gap - A Repod on lmproving Voluntary Compliance, Internal

Revenue Service - U.S. Deparlment of the Treasury, August 2' 2407

a. www.irs.qov/pub/irs-news/tax oap report final 080207 linked.pdf

4. Deterrent Effect

'a. www.allbusiness.com/legal/trial-procedure-fines-pgnalties/15179929-1.himl
b. www.redbubble.com/people/fiateuro/iournall388894-the-phengmenon-of{ax-

evasion
c. www.abanet.orq/ta)dpUbs/newsletter/0]fal/tax qap.pdf

d. witte R. D. and woodbury. (19s5) "The Effects of Tax Laws and Tax

Administration on Tax Compliance: The Case of The U.S. Individual Income

Tax". National Tax Journal'
e. www.nber.orq/paoers/w3078.pdf
f . wivw. nacificeconomicsq roup. cornljadlle]l%2 0Cheat9/020(1 982).pdf
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